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DEFENSE, DEPARTMENT OF
Frank S. Sato, CPA, has been designated Director of the Defense Audit Service in addi­
tion to his duties as Deputy Assistant Secretary of Defense (Audit). Mr. Sato is 
responsible for developing and implementing policies and procedures for contract and 
internal audit activities and planning and executing audits of Defense-wide programs 
in Defense agencies.
FEDERAL ENERGY ADMINISTRATION
Proposed amendments prescribing guidelines for supplemental State energy conservation 
plans appeared in the 3/25/77 Fed. Reg., pp. 16150-57. Under the guidelines, the 
plans must provide Class A energy audits in at least one of the following categories: 
public institutions, industrial plants, retail stores, public recreational facili­
ties, and transportation and storage facilities. The State must also provide for 
Class B or C energy audits for residential buildings.
A hearing on the proposed amendments is planned for 4/21/77, beginning at 9:30 
a.m., at 2000 M St., NW, Washington. Requests to testify must be received by 4/15/77. 
Regional hearings will also be held as follows: 4/19-4/20/77 in Philadelphia, Atlanta, 
Chicago, Kansas City, MD, San Francisco, and Seattle? 4/20-4/21/77 in Boston, New 
York City, and Denver; and 4/22-4/23/77 in Dallas. Written comments are due by 
4/22/77.
FEDERAL RESERVE BOARD
The Board has approved two amendments to Regulation Q (see 3/29/77 Fed. Reg., pp. 16614- 
16). The first amendment is a structural change to the early withdrawal penalty rule 
and exceptions to that rule and is intended to improve the clarity of the rule. The 
second amendment provides an additional exception to the penalty rule, wherein a 
depositor maintaining time deposits in two or more merging banks may be paid before 
maturity for that portion of the time deposits that would lose insurance coverage 
as a result of the merger. These amendments became effective on 3/24/77.
HEALTH, EDUCATION, AND WELFARE, DEPARTMENT OF
Proposed regulations covering the Indian Education Act were published in the 3/25/77 Fed. 
Reg., pp. 16258-69, and 16272-75. The regulations, Parts B and C, cover grants for 
the improvement of educational opportunities for Indian children, and demonstration 
projects for Indian adult education. The regulations incorporate by reference the 
Office of Education administrative provisions in 45 CFR Part 100, and require 
independent audits of grantees.
Cost competition as the predominant element in the award of federal grants is incompati­
ble with the concept of federal grants, according to a recently completed study. HEW 
reportedly completed the study at the request of the Senate-House conference committee 
on the FY1977 Labor-HEW appropriations. Among the reasons for HEW’s stand against 
giving heavy weight to cost considerations in the evaluation of grant proposals were 
that grants are much like cost reimbursement contracts and the procurement regula­
tions discourage cost competition per se in such contracting; cost competition is 
"best attainable" when proposals cover the same scope of work which is not the case 
in grant making; and, cost analysis in the evaluation of proposals is expensive 
and time consuming and thus rarely performed, even in the contracting system.
LABOR, DEPARTMENT OF
A working group of the Advisory Council on Employee Welfare and Pension Benefit Plans
recently recommended clarification of SAS 11 concerning the reliance by account-
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ants on an actuary's certification. According to the group's report, Section 103 
of ERISA permits accountants to rely on the correctness of any actuarial matter 
certified to by an enrolled actuary; however, SAS 11 raises questions relating to the 
degree to which the accountant may rely on the certification. The group is parti­
cularly concerned about "duplication of work and unnecessary administrative costs 
to plan sponsors" if accountants are required to audit data certified by the enrolled 
actuary.
SECURITIES AND EXCHANGE COMMISSION
Harold Williams has been named by the President to be the next Chairman. Mr. Williams, 
who will succeed Rod Hills if confirmed by the Senate, is currently Dean of the 
Graduate School of Management at UCLA. He is also currently serving as a member of 
the SEC Advisory Committee on Corporate Disclosure.
The AICPA has submitted its comments on the illegal payments bill (S.305) to Sen. Prox­
mire (D-Wisc), Chairman of the Senate Banking Committee. The letter notes the 
support of the Institute for the goals of the legislation, but at the same time 
reiterates the profession's concerns over the means to accomplish that goal which 
were expressed last year in testimony before the House Subcommittee on Consumer 
Protection and Finance on antecedent legislation considered in the 94th Congress.
Specifically, the Institute objects to requirements in the bill that books and 
records "accurately" reflect transactions; that auditors attest to the "adequacy" 
of internal control systems; and, that third parties can be held liable for false 
or misleading statements to auditors.
Anyone wishing to receive one free copy of the AICPA comments may do so by 
contacting our Washington office prior to 4/13/77. Telephone requests are encour­
aged and should be directed to extension 47.
Rule 24 of the SEC Rules of Practice has been amended to permit "incorporation by refer­
ence in a current filing of material that was physically filed with the Commission 
within a five year period immediately prior to that current filing". Under the new 
rule (Rel. 33-5818), incorporation by reference will be permitted only where 
reference is made to a specific document in a prior filing in which it is physically 
filed and not to another document which incorporates it by reference. In a related 
release, Rel. 33-5819, the Commission prescribed formal requirements for the reten­
tion of records and filings. Both releases were reprinted in the 3/30/77 Fed. Reg., 
pp. 16920-23.
TRANSPORTATION, DEPARTMENT OF
A seminar on the Section 15 regulations under the Urban Mass Transportation Act will be 
held 4/7 and 4/8/77, beginning at 9 a.m., at the Hyatt Regency Hotel in Washington. 
Section 15 required DOT to develop, test and prescribe a uniform system of accounts 
and records and a reporting system for public mass transportation financial and 
operating information. This system was published in the 1/19/77 Fed. Reg., pp. 
3772-79.
The two-day seminar will be a "nuts and bolts" session, for large transit 
operators, to explain the new systems. Later seminars in San Francisco, New York 
and other cities will be held for medium to small transit operators. For more 
information, call Mr. Pierce at 202/426-9157.
TREASURY, DEPARTMENT OF
T e m p o r a r y  r e g u l a t i o n s  containing questions and answers relating to certain requirements 
and penalties for income tax return preparers were published in the 4/1/77 Fed. Reg.,
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pp. 17452-55. The regulations (TD 7475) apply to returns prepared after 12/31/76, 
and relate to the penalties for the negligent or intentional disregard, of rules and 
regulations by a preparer, for the willful attempt to understate a taxpayer's tax 
liability, the signature requirement, and the definition of a preparer.
The regulations interpret "rules and regulations" under Code Section 6694 (a) 
to include Treasury regulations and published IRS revenue rulings, but exempts from 
the penalty provisions a "disagreement in good faith" based on current case law or 
where the preparer, in good faith, believes that a rule or regulation does not 
accurately interpret one or more Code sections.
Additional temporary regulations (ID 7473) concerning return preparers appeared 
in the 3/31/77 Fed. Reg., pp. 17124-25. These regulations affect the retention 
requirement for returns prepared, modify the commencement of the 3-year period during 
which materials must be retained by the preparer, and allow the use of zip codes 
only as the preparer's address, provided permission is requested and granted.
Hearings will be held in Boston, Oklahoma City, and Portland, Oregon, to receive com­
ments and suggestions concerning the individual income tax returns Form 1040 (and 
related schedules) and Form 1040A on 4/28/77. Requests to speak at these hearings 
should be submitted by 4/20/77, and addresses and phone numbers appeared in the 
3/28/77 Fed. Reg., p. 16532.
Legislation that would abrogate the provisions of Rev. Rul, 76-453 has been introduced 
by Rep. Jones (D-Okla), a member of the House Ways and Means Committee. The bill 
(HR 5191) provides that the tax treatment of transportation expenses in traveling 
between a taxpayer's residence and place of work shall be administered without regard 
to Rev. Rul. 76-453 (or any other regulation/ ruling or decision reaching the same 
result). Rev. Rul. 76-453 treats the expense of travel from home directly to a client 
office instead of the taxpayer's place of work as a nondeductible commuting expense.
SPECIAL: THE AICPA RESPONDS TO METCALF STAFF REPORT
A printed booklet entitled "The Institute Responds..." has been issued in response to 
the Metcalf staff report, "The Accounting Establishment". Further elaboration will 
be forthcoming at the time of hearings before the Senate Governmental A f f a i r s  Subcom­
mittee on Reports, Accounting and Management, scheduled to begin later this month. 
Copies of the statement will be mailed to all Institute members; others should 
contact the Public Relations department at 212/575-3877.
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